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The Venezuelan government has announced that it will reorganize the state-owned oil company
Petroleos de Venezuela (PDVSA). Energy Minister Rafael Ramirez said on Jan. 7 that the
government planned to split the company in two, hoping to break a strike begun Dec. 3 aimed at
driving President Hugo Chavez from power.
In a nationally televised speech, Ramirez said the Caracas headquarters of PDVSA would be mostly
dismantled. He did not say how many of the 7,000 workers at the headquarters would lose their
jobs, but many are currently on strike. The government said it would fire strikers and has already
dismissed many high-ranking executives. Ramirez said a new board "with a more strategic vision"
would soon be appointed, and the company would focus more on production of crude, gas, and
refining.
He said the government was contemplating other actions, including sales of nonessential assets
such as US subsidiary Citgo. Ramirez said the government would "decentralize" the company
by dividing it into PDVSA East and PDVSA West and largely eliminating the Caracas-based
management. He said the goal was to restore the company's production capacity of some 3.1 million
barrels of crude oil a day while reducing "exorbitant bureaucratic costs," which he estimated at US
$1 billion a year.
Oil Ministry figures indicate the cost of producing a barrel of oil is around US$3.50, but bureaucratic
costs up the figure to US$15. "We need a much more efficient PDVSA...not an oil enclave, but a
company at the service of the nation," Ramirez said. PDVSA president Ali Rodriguez Araque said
in early January that the government planned to cut some 6,000 jobs in Caracas and in the western
oil town of Maracaibo. Rodriguez said he would personally run PDVSA, while managers Felix
Rodriguez and Luis Marin handle operations in the eastern and western divisions, bypassing the
central bureaucracy and tightening government control. Gasoline imports from Brazil, Trinidad, and
the US were helping restock domestic supplies after weeks of long gas lines, Ramirez said.
Venezuela has brought in a team of Algerian specialists to help and is seeking additional aid
or imports from Iran, Mexico, Ecuador, and Colombia. Estimates of the effects of the strike on
production vary widely, depending in large part on the political allegiance of the person giving the
estimate. Local industry sources, speaking on condition of anonymity, said the government was
making progress. They estimated exports at about 500,000 barrels per day (bpd) and production
at about 400,000 bpd, double the lowest levels during the strike. The petroleum sector accounts
for roughly one-third of Venezuela's GDP, about 80% of export earnings, and more than half of
government operating revenues.
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Chavez has long wanted to restructure the company, which he has called a "state within a state"
run by privileged executives. He wants to increase the government take of revenues from the
company. In his weekly television talk on Jan. 5, Chavez urged authorities to punish striking PDVSA
managers, whom he accused of sabotaging oil operations. At the same time, he said the oil industry
was being restored to normal by troops and loyal personnel.
Strike leaders deny this, saying it will take months to recover. Chavez said the government is taking
and will take all necessary measures to fully reactivate PDVSA operations. The president, who
sacked dissident military officers after the April coup, said one benefit of the crisis was that it now
allowed the government to rid PDVSA of an "unpatriotic elite" of striking managers. "We cleaned
up the armed forces....Now the time has come to clean up PDVSA," he said.
Venezuela suffers from oil-boom culture
Although Chavez can be blamed for some of the problems affecting Venezuela, greater blame can
be attributed to the oil and the culture it created. In the 1970s, Venezuela benefitted from soaring oil
prices that made the rich even richer, expanded the middle class, and placated the poor with various
subsidies and services. Over the years, oil revenues encouraged irresponsible government spending
that indebted the country and hindered the development of agriculture and private industries.
In 1978, Venezuela's per capita government oil income was close to US$2,000, enough to fund public
hospitals, schools, highways, and allow money for widespread political corruption. In 1998, the
per capita government oil income was only US$200, and the difference is evident in the decline of
public education and health facilities. When PDVSA was formed, it gave the government 80% of its
income from oil sales and kept 20% to pay workers, managers, and contracts. But, since 1995, the
government has only received 20%, while 80% of the income has gone to pay costs. The increased
costs are due to increased management salaries and the high fees paid foreign companies. By way of
comparison, Mexico's PEMEX in 2000 received an income of US$50.3 billion and gave the Mexican
government US$29 billion, about 57% of profit.
In the same year, PDVSA received US$53.6 billion but only gave the Venezuelan government US
$11.3 billion, or 22% of profit. The Chavez administration's plan to control production costs was
the basis for the new oil-policy law (Ley de Hidrocarburos), which took effect on Jan. 1. It gives the
government power to establish the operating goals and policies of PDVSA and appoint directors
and managers. The government says that the old PDVSA management was really working to
support privatization in opposition to the nationalization policy of the government. It also says that
management's main concern has been protecting its high salaries and benefits at any cost.
If Chavez is able to successfully split PDVSA and use oil revenues in a way that will be more
beneficial to the majority of Venezuelans, it will have repercussions long after the current political
crisis fades.
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